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MID-TERM ECONOMIC PROGRAMMES AND THE USE OF EU 
FUNDS IN HUNGARY 

The paper provides an overview of the three main mid-term economic 
programmes of Hungary: the National Strategic Reference Framework (NSRF), 
designed for identifying the main development objectives and for the efficient 
use of (EU and domestic) financial resources, the Convergence Programme 
(CP), the fulfilment of which is crucial for getting closer to the introduction of the 
euro, and the National (Lisbon) Reform Programme (NRP) having 
macroeconomic, microeconomic and employment objectives to reach in order to 
modernise the economy and the society. The paper shows the most important 
linkages, contradictions and overlaps between the three programmes, stressing 
the need for permanent coordination. Ibudget corrections are in the foreground 
right now, but is crucial that they should be followed by real reforms: the CP 
foresees such reforms, and some of them are already designed and will be 
introduced as soon as in 2007. In the design of such reforms, the NSRF and the 
NRP have a very important role. Hungary should not handle any of the above 
programmes as just « homeworks », which can be solved by the creation of a 
certain amount of official papers, because the implementation of these 
programmes is of crucial importance for the economic and social development 
of Hungary in the coming years. 
JEL: E65 

 

Introduction 

„Programming” is one of the key words of European integration. In a general 
sense, it means that actions should not be initiated ad hoc, but as part of a 
process. The notion of programming is most well-known in the field of structural 
operations, where it is one of the fundamental principles in the European 
Communities (EC)/European Union (EU) since 1988. However, as empirical 
evidence shows, programming is present in practically any field of European 
integration: long-term programmes (plans) are more or less regularly elaborated 
(on regional, national and/or supra-national level) in order to promote development 
in the field in question. 
This is also true for the case of Hungary. The paper will provide an overview of the 
three main mid-term economic programmes of Hungary: the National Strategic 
Reference Framework (NSRF), designed for identifying the main development 
objectives and for the efficient use of (EU and domestic) financial resources, the 
Convergence Programme (CP), the fulfilment of which is crucial for getting closer 
to the introduction of the euro, and the National (Lisbon) Reform Programme (NRP) 
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having macroeconomic, microeconomic and employment objectives to reach in 
order to modernise the economy and the society. 

Three Main Issues – Three Mid-Term Programmes 

Hungarian economic policy objectives are in many aspects closely linked to the 
conditions the country has to fulfil in order to comply with EU requirements. These 
links can be best summarised in the case of three issues: 
• The main overall economic objective of the country is to catch up to the EU 

average development level. EU funds (the Structural Funds and the Cohesion 
Fund) play a very important role in this process, especially with regard to the 
increase of funds available from 2007 (on average, between 2007–2013, 
yearly ca. 3,2 bn euro will be available from these funds for Hungary; this is 
roughly 3 times the yearly average in the period 2004–2006).  

• Hungary is committed to replace its national currency by the euro as soon as 
the country is ready for that. To arrive at that point, Hungary has to make 
efforts in order to fulfil the Maastricht criteria. 

• Hungary, as all the member states of the EU, is part of the Lisbon process. 
The years 2005–2008 constitute the first mid-term period for introducing 
measures in order to realise progress in the fields of macroeconomic and 
microeconomic performance, as well as of employment. 

The above three objectives overlap considerably in time; regarding the contents, 
there are overlaps (even synergies) which can help the realisation of the 
objectives, but in some aspects, these objectives – at least on the short run – also 
contradict each other. Most contradictions concern financing, and it is the task of 
the elaborated mid-term programmes coordinate the policies in a way that enables 
to make ends meet. The three programmes mentioned above are the following: 
• National development objectives, priorities and the use of EU funds are 

integrated in the National Strategic Reference Framework. Due to its nature, 
this programme has a solid financial background for the period 2007–2013.2 
The NSRF (also called New Hungary Development Plan in Hungary) contains 
a detailed evaluation of the situation, the description of development 
objectives, priorities and measures, as well as an overall plan for financing 
these measures. 

• The way towards fulfilling the Maastricht criteria is laid down in the 
Convergence Programme. Due to the fact that Hungary did not reach the 
targets laid down in its CP, a new version of it was prepared by September 
2006. This new version established a new path of economic development the 
next years, but did not set any official target date (being earlier 2008, then 
2010) for the introduction of the euro. 

• The National (Lisbon) Reform Programme3 outlines the main tasks related to 
the EU’s Lisbon strategy in Hungary in the period 2005–2008. This 
programme – similarly to the NSRF – also contains an evaluation of the 
present situation and mid-term prospects of the economy, and proposes 
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measures in the fields already mentioned. The big difference from the NSRF 
is that the role of EU financing is minimal in Lisbon-related actions. 

 
Overlaps between the programmes are relatively easy to identify. All the three 
programmes have to take into account the actual situation and the mid-term 
prospects of the economy. No wonder that the evaluation parts of the programmes 
are very similar to each other; in part, they have been produced by the same 
institutions and the same people. This, of course, helps the programmes to be 
coherent, and reduces the risks of containing contradictory evaluations and 
expectations. 
However, there are important differences between the programmes. The CP is very 
different from the other two programmes: its objectives are very clear, and the 
measures it requires, generally reduce the room of manoeuvre of both other 
programmes (especially of the NRP, which has to be realised mainly from domestic 
financial resources, but also making co-financing potentially more difficult in the 
case of the NSRF). We have to note, anyway, that even the CP can have effects 
which strengthen both other programmes: e.g. if the public sector reform is 
successfully managed, it can also help to make the use of EU funds more efficient 
as well as enabling a change of the business environment pointing to the direction 
set in Lisbon.  
This is, of course, easy to say, and much more difficult to reach in practice. As 
Hungary is still relatively at the beginning of all three programmes (in the case of 
the CP, the 2006 versions mean practically a new beginning), we cannot speak 
about clear results by now. Instead, in the following sections, we will present the 
main challenges regarding the following  
mid-term period from the point of view of the three programmes.  

Macroeconomic Background and the Convergence Programme 

According to the earlier projections (from the years 2004–2005), real GDP growth 
in Hungary was expected to remain around or above 4% in the next years. 
However, in the year 2006, the CP needed to be considerably modified, and the 
actually foreseen growth path of the Hungarian economy shows considerable 
differences vis-à-vis earlier expectations, with special regard to the years 2007–
2008. In these two years, real GDP growth is expected to fall well under 3%, to 
return to higher growth again from 2009 (see Table 1 for the main economic 
indicators). 
As a substantial component of GDP growth, domestic use projections follow a 
similar path, although the values are at a lower level. As a consequence, the 
decline in the values leads to quasi-stagnation in the years 2007–2008 (and, in the 
case of private consumption, a drop in the year 2007 is foreseen). Return to around 
3% growth is expected only by 2010–2011. 
Exports are still expected to increase more than twice as fast as GDP, thus they 
remain a driving force of growth. The optimism of the projections in this respect can 
be justified by the experiences of the previous years (Hungarian exports grew 
consistently 3 to 4 percentage points faster than external demand, even in the case 
of recession on the main export markets).  
The estimated yearly growth rate of investments is quite modest (but still clearly 
positive, and faster than that of real GDP) for the “tough” years 2007–2008, but 
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expected to increase to a level around 7% for 2009. An important underlying factor 
of this relative dynamism is the continuously increasing presence of foreign capital; 
the attractiveness of the country for foreign investors has to be further increased. 
Firms with foreign capital play a very important role in the export performance of 
Hungary, as well.  

Table 1 
Stabilisation and equilibrium – main economic indicators, outlook 2007–2011  
 2007 2008 2009 2010 2011 
changes vis-à-vis the previous year (%) 
GDP 2.2 2.6 4.1 4.3 ca. 4.5 
Domestic consumption 0.3 0.7 3.3 3.7 ca. 4 
   of which:  
   Private consumption -0.8 0.0 1.8 2.7 ca. 3 
   Gross fixed capital formation 2.4 4.0 7.5 6.8 6–8 
External trade 
   Export (goods and services) 10.6 9.7 9.4 9.3 8–10 
   Import (goods and services) 8.1 7.5 8.6 8.9 8–10 
Real income per capita -1.3 0.4 2.4 3.1 ca. 3.5 
Employment 0.0 0.3 0.7 0.7 0.7–1 
Consumer prices 6.2 3.3 3.0 2.8 2.5–3 
in % of GDP 
Current account deficit 5.0 3.3 2.3 1.5 ca. 1 
Net borrowing vis-à-vis the rest 
of the world 

3.6 1.7 0.1 -0.6 ca. -1.5 

Budget deficit -6.8 -4.3 -3.2 -2.7 -2.2 
Primary balance -2.4 0.0 0.9 1.1 ca. 1.5 
Expenditures without EU-
transfers 

43.7 40.5 39.7 38.5 ca. 38 

Tax and contribution revenues 38.1 37,8 37.3 37.0 36.5–37 
Gross public debt 70.1 71.3 69.3 67.5 65–66 
Source: Government of the Republic of Hungary (2006b): Convergence Programme of Hungary 2006–
2010 (December 2006), p. 5. 
 
Changes in the CP also affect expectations concerning employment and 
unemployment figures (see Table 2 for details). In 2007, the employment level is 
estimated to stagnate, from 2008, a slow increase in the number of employees is 
expected. The unemployment rate is expected to slightly increase, then decline 
again; and while the decrease foreseen from 2008 is expected to be relatively 
small, it is calculated for slightly increasing activity rates, thus the real improvement 
can be better, if the figures come true. 

Table 2 
Employment and growth in Hungary (change in %) 

 2005 2006 2007 2008 2009 2010 2011 
Number of employees 0.0 0.6 0.0 0.3 0.7 0.7 0.7–1 
Increase of productivity 4.1 3.4 2.2 2.2 3.5 3.6 ca. 3.5 
Unemployment rate, % 7.2 7.4 7.5 7.4 7.3 7.2 7–7.2 
Activity rate, % 61.4 61.9 62.0 62.3 62.8 63.4 ca. 64 
GDP  4.2 4.0 2.2 2.6 4.2 4.3 ca. 4.5 

Source: Government of the Republic of Hungary (2006b): Convergence Programme of Hungary 2006–
2010 (December 2006), p. 12. 
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Indicators concerning stability have been problematic for Hungary for a long time. 
In the case of price stability, the tendency of improvement was expected to 
continue, but the changes in 2006–2007 (increase of VAT for a broad set of 
products and services, gradual adjustment of highly subsidised energy prices to the 
world price level) lead to an increase of the CPI in these years (see Table 3 for 
details). However, the consistent stability-oriented policy is expected to help to get 
over this temporary increase, and from 2008, the figures foreseen return gradually 
onto the earlier development path. 
 

Table 3 
Inflation (%) 

 2005 2006 2007 2008 2009 2010 2011 
CPI, annual average 3.6 3.9 6.2 3.3 3.0 2.8 2.5–3 
Source: Government of the Republic of Hungary (2006b): Convergence Programme of Hungary 2006–
2010 (December 2006), p. 15. 
 
 
As it can be seen from the data in Table 4, due to the sharp divergence of the 
public deficit from the original plans, the 2004 version of the CP had to be modified 
in December 2005. The increase in general government net lending also led to a 
divergence in the gross debt figures. This has already meant considerable 
modifications, but the really big (and shocking) changes came with the September 
2006 version. The actual (December 2006) version of the CP contains only some 
relatively minor (but positive) differences in expectations compared with the 
previous one.  The differences between the different versions of the CP is shown 
until 2008 in Table 4, but, of course, it has consequences for the years after, as 
well (the expected values of the actual (December 2006) version of the CP are 
given in Table 1). 
 

Table 4 
General government net lending and general government gross debt (% of GDP) 

figures in the Convergence Programme 
 2004 2005 2006 2007 2008 
General government net lending 
CP 2004 
CP 2005 
CP 2006/09 
CP 2006/12 (actual) 

 
4.5 
5.4 

 

 
3.8 
6.1 
7.5 
7.8 

 
3.1 
4.7 

10.1 
10.1 

 
2.4 
3.3 
6.8 
6.8 

 
1.8 
1.9 
4.3 
4.3 

General government gross debt 
CP 2004 
CP 2005 
CP 2006/9 
CP 2006/12 (actual) 

 
57.3 
57.2 

 

 
55.3 
57.7 
62.3 
61.7 

 
53.0 
58.4 
68.5 
67.5 

 
50.6 
57.9 
71.3 
70.1 

 
48.3 
56.2 
72.3 
71.3 

Source: Government of the Republic of Hungary (2004): Convergence Programme of Hungary 2005–
2008, Government of the Republic of Hungary (2005): Updated Convergence Programme of Hungary 
2005–2008, Government of the Republic of Hungary (2006a): Convergence Programme of Hungary 
2005–2009 (September 2006), Government of the Republic of Hungary (2006b): Convergence 
Programme of Hungary 2006–2010 (December 2006). 
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The National Strategic Reference Framework 

The period 2007–2013 is generally considered in Hungary as the period, which is 
most decisive for the success of  the economic catching-up process of the country. 
Of course, no one can realistically expect Hungary to reach the living standards of 
the developed Western European countries, and not even the EU average GDP 
per capita level by the end of this period. Still, the size of the external finances 
available fro the EU Structural Funds and the Cohesion Fund means that 
development opportunities in this period will be of a higher order of magnitude than 
any time in the last decades. The total amount of potential financing from the 
above funds for the period is close to € 23 bn (on 2004 prices); for one year, it 
means more than three times the support level of the average of the period 2004–
2006. 
The new possibilities required new approaches. While in the period 2004–2006, 
operational programmes (OPs) have been centrally organised (four branch-specific 
OPs and one « regional »  OP for all the regions of the country), the structure of the 
OPs is different in the period 2007–2013. From the 15 Ops, there are 7 branch-
specific ones and 7 regional ones, and there is an OP designed to support the 
implementation of the NSRF. The regional OPs have been prepared by the regions 
themselves, in this respect, they represent a decentralised approach. On the other 
hand, the Management Authority of every OP (thus, also in the case of the regional 
OPs) is an administrative unit of the National Development Agency; in this sense, 
decentralisation still has important limits. 
The amounts planned for the OPs for the period 2007–2013 are shown (on current 
prices) in Table 5. The OP with the biggest amount of EU funding is – not 
surprisingly – the Transport OP, with more than 50% of the total amount planned 
for the NSRF, while the second one is the Environment and Energy OP (with ca. 
1/3 share). Both programmes enjoy support from the European Regional 
Development Fund as well as from the Cohesion Fund, and both are of crucial 
importance for the catching-up process and the long-term competitiveness of the 
Hungarian economy. The room left for the other branch-specific OPs as well as for 
the regional ones is relatively limited, but there is still much more possibility for 
progress than in the previous period, as the amounts show a considerable 
increase.  
As it has been mentioned before, in principle, there is a potential risk of 
contradiction between the CP and the NSRF: co-financing of the EU support has to 
be guaranteed. The risk seems to be only theoretical, as the latest version of the 
CP explicitly guarantees the necessary financial resources for this purpose. There 
is another kind of close connection between the CP and the NSRF, as the 
objectives some of the OPs (State Reform OP, Social Renewal OP, Electronic 
Public Administration OP) are important elements of the reforms foreseen  in the 
CP. 
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Table 5 
Indicative financial allocation plan of the operational programmes, 2007–2013 

 
 

 
 
Source: The Government of the Republic of Hungary (2006): The New Hungary Development Plan 
2007–2013. Employment and Growth. (National Strategic Reference Framework of Hungary) Accepted 
by the Hungarian Government on the 25th of October, 2006, pp. 123–124. 
 
 

The Lisbon Reform Programme 

In line with the re-launch of the Lisbon strategy, Hungary – as all the member 
states of the European Union (EU) – has prepared a National Reform Program 
(NRP) in order to summarise the main challenges and reform needs in the actual 
mid-term period (2005–2008). In line with the Lisbon process, the main fields 
analysed are macroeconomic, microeconomic and employment challenges and 
reforms.  
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Macroeconomic stability and financial balance are fundamental for the 
achievement of the objectives set in the NRP. Economic growth was originally 
expected to remain dynamic (4–4.5% annual real GDP growth) until 2008, but 
these expectations had to be readjusted in line with the modifications of the CP ; 
the same was true for consumption, and inflation forecasts also needed correction . 
Exports are – in the present situation more than earlier – crucial for growth, and the 
optimism of the NRP in this respect can be justified by the experiences of the 
previous years (Hungarian exports grew 3–4 percentage points higher than 
external demand even in recession).  
An important underlying factor of this dynamism is the continuously increasing 
presence of foreign capital; the attractiveness of the country for foreign investors 
has to be further increased. Firms with foreign capital play a very important role in 
the export performance of Hungary, as well.   
Priorities and measures in the macroeconomic field are related to different aspects. 
Structural changes are foreseen in order to secure economic stability (a pre-
condition for sustainable growth). In order to reach long-term sustainability of the 
general government, inter-related reforms are necessary: pension reform, reform of 
healthcare, measures targeted at the increase of employment, and budgetary 
balance ensuring the appropriate rate of decrease of government debt. These 
measures have been put into the foreground by the important changes of the CP in 
2006, and have already partly been concretised by changes in the regulation. 
Decentralisation of income is a fundamental objective of fiscal policy, reform of the 
tax regime and of the contribution system being important instruments; again, the 
changes in the CP have put these issues into the foreground. In 2005 the 
government has proposed to contribute to greater predictability by launching the 
debate on a more predictable wage policy. This can also contribute to the objective 
of making macroeconomic, structural and employment policies more coherent.  
Microeconomic situation and development is also crucial for Lisbon-related 
reforms. In Hungary, productivity is relatively lower than in the EU. This is due to a 
number of structural characteristics, the availability of capital (both physical and 
human), the competitiveness of the business sector and the efficiency of public 
services. Innovation expenditure in the business sector is low, as innovation 
capabilities, as well as demand for innovation are limited. R&D expenditure 
approximates only 1% of GDP (instead of 3% defined among the Lisbon 
objectives), and the share of the business sector is only about 30%. Concerning 
information society, despite recent dynamic development, Hungary lags far behind 
the EU average.  
In order to induce positive changes leading to improve competitiveness, the NRP 
“puts emphasis on the spread of new (production) technologies, the training of 
flexible and adaptive labour, the development of intense R&D and innovation 
activities as well as operations creating ICT (information and communication 
technology assets, and on the modern physical infrastructure serving the economy” 
(NRP (2005), p. 5). There are different measures foreseen, including direct market 
developing steps (in order to extend competitiveness) encouraging the private 
sector to participate more actively in the R&D activity, and to facilitate the spread 
and utilisation of ICT. In Hungary, the quality of physical capital is a crucial 
question; especially, the development of infrastructure is an important pre-condition 
of improving competitiveness. This relates most importantly to transport 
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infrastructure, but other infrastructure development (R&D, innovation infrastructure, 
broadband etc.), as well as the improvement of the business environment and the 
intensification of competition is also important.  
The Hungarian labour market is characterised by a relatively low level of 
activity/employment, coupled with a low rate of unemployment (see Table 2). The 
main challenge for labour market policy is the high rate of inactivity in the working-
age population. Especially older age groups and men show a low employment rate. 
While for high-skilled people, labour market prospects are similar or better, for low-
skilled people, such prospects are poorer than in other EU member states. A 
specific feature of the labour market is the clear disadvantage of the Roma 
population; disadvantages, however, also hit disabled people. Finally, territorial 
disparities regarding employment and unemployment are significant (with 
employment rates about 62% and unemployment rates under 5% in Central 
Hungary and Western Transdanubia, and employment rates about 50% and 
unemployment rates above 7% in the poorer Southern and Eastern regions; 
regarding smaller units, disparities are much more important). 

Table 6 
Linkages between the NRP and the NSRF 

Revised National Lisbon Action Programme 
(NRP) 

New Hungary Development 
Plan (NSRF) 

State reform State Reform OP 
Strengthening the role of active labour market 
policies 

Social Renewal OP 
Human Infrastructure OP 

Targeted supports for the employment of the 
disadvantaged 

Social Renewal OP 
Human Infrastructure OP 

Training, life-long learning Human Resources 
Development OP 
Human Infrastructure OP 

Business environment improvement Economic Development OP 
Research/development and innovation Economic Development OP 

Human Resources 
Development OP 

Environment development Environment Development OP 
Energy policy Environment Development OP 
Infrastructure development and pro-competitive 
regulation 

Economic Development OP  
Transport Development OP 

Source: Hungary (2006): Revised National Action Programme for Growth and Employment, p. 76. 
 
As it is shown in Table 6, there are important linkages between the NRP and the 
NSRF, and thus these programmes can strengthen each other. These linkages are 
logical and relatively easy to define, and the financing available for the NSRF can 
thus also (indirectly) contribute to the implementation of the NRP. The whole set of 
linkages between different programmes is, however, much more complicated; the 
various department policy strategies and measures considered to be indispensable 
for the implementation of the Lisbon Strategy objectives (and thus needing 
continuous monitoring of implementation) are listed in Table 7. 
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Table 7 
NRP-related department policy strategies and reports 

 
• Convergence Programme (1 September 2006) 
• New Hungary Development Plan (2007–2013) 
• Sustainable Development Strategy (under planning, date of presentation1 

July, 2007) 
• National Cancer Control Programme (2006–2013) 
• National Infant and Child Healthcare Programme (November 2005 – 2013) 
• National Public Health Programme (2003–2013) 
• Green Paper on Hungarian Healthcare (26 July 2006) 
• Energy Policy 2006–2015 – GKM studies 
• Hungarian Information Society Strategy (2003– ) 
• National Broad Band Strategy (2005–2013) 
• National Environment Protection Programme (2003–2008) 
• National Strategy Report on Social Protection and Social Cohesion (under 

planning –Date of presentation: 15 October, 2006) 
• Pension Strategy Report (2005–2006) 
• Hungarian Strategy for Life–long Learning (2005–2013) 
• Knowledge for All! Action Plan (2006–2010) 
• Education IT Strategy (2004–2006) 
• Equal Opportunity in Education Work Programme (31 August 2006) 
• Medium Term Strategy for Science–technology and Innovation Policy (31 

October 2006) 
• Reforms in Education 2002–2006 
• Vocational Training Strategy 
• National Tourism Development Strategy (2005–2013) 
• New Hungary Regional Development Strategic Plan (2007–2013) 

 
Source: Hungary (2006): Revised National Action Programme for Growth and Employment, p. 7. 
 

Concluding Remarks 

In the period 2007–2013, Hungary has the possibility of making important progress 
on the way of economic catching-up : the external financial assistance coming from 
the EU funds creates very favorable financial conditions for this process. On the 
other hand, the first years of this period are also crucial for the macroeconomic 
stability of Hungary: the CP foresees restrictive measures for 2007–2008, and the 
return to the previous growth path (around or over 4% per year) is expected only 
from 2009. 
As we have noted, it is very important that the CP guarantees that restrictive 
measures do not endanger the use of EU funds and the implementation of the 
NSRF. In this way, the programmes in the framework of the NSRF can also be 
regarded as factors diminishing (although to a different extent in different fields) the 
painful effects of the budgetary correction. 
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It is crucial that correction should be followed by real reforms: the CP foresees 
such reforms, and some of them are already designed and will be introduced as 
soon as in 2007. In the design of such reforms, the NSRF and the NRP have a 
very important role; the linkages between these two programmes have been shown 
above (in Table 6), but it is also obvious that there are important synergies with the 
CP, as well. 
From what has been said above, it is very clear that Hungary should not handle 
any of the above programmes as just « homeworks », which can be solved by the 
creation of a certain amount of official papers. The implementation of the three 
programmes discussed is of crucial importance for the economic and social 
development of Hungary in the coming years. 
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